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2 KEY ECONOMIC INDICATORS: BELGIUM 
Values in Millions of: $ unless otherwise stated fi 


Average % of 


% Change Change (1971/ 
Tten/* 1969 1970 = 1971 _ 1971/70 704 setarGn 9) 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 23,040 25,700 28,240 9.9 9.7 
GNP at constant 1963 prices 18,260 19,380 20,080 3.7 4.6 
Per Capita GNP at current prices (BF) 2,375 2,652 2,905 9.6 9.4 
Savings as % disposable income 13.9 16.9 13.5 a -- 
Investment as % current GNP 22.8 23.2 23.9 ~- -- 
Indices: 
Industrial production (1963=100) 131 137 141 od ae 
Average industrial wage (1963=100) 162 181 203 -- -- 
Steel production (1,000 MT) 12,828 12,612 12,372 <-1.9 -1.8 
Coal production (1,000 MT) 13,200 11,364 10,960 =3.6 -8.8 
Electric power consumption (mil. KWH) 27,312 29,336 31,010 5.7 6.6 
Unemployment rate (year average) 3.7% 3.0% 3.1% -- -- 


MONEY AND PRICES 


Money supply 75736 8, 372 9,278 10.8 6.5 
Public Debt 11,960 12,436 12,804 3.7 3.9 
Domestic 10,650 11,346 12,376 9.1 7.8 
External 1,310 1,300 1,100 -52.5 -35.1 
Discount rate, Nat'l Bank 75% 6.5% 5.56 -- -- 
Price Indices; 
Retail (1966=100) 109.7 113.9 118.9 -- -- 
Wholesale (1963=100) pp 119.1 124.8 124.1 -- -- 
BALANCE OF PAYMENTS AND TRADE / 
Gold and foreign exchange reserves 2, 388 2,848 3,250 14.1 18.6 
Balance of pavacnts, 358 400 yyy -- = 
Balance of trade / 76 248 -460 ae ae 
Total exports FOB 10,066 11,610 12,078 4.0 9.8 
Exports to United States 696 696 820 17.6 6.3 
Exports to Common Market 6,800 7,952 8,234 3.5 10.3 
Total imports CIF 9,988 11,362 12,536 10.4 13.6 
Imports from United States 766 996 800 -19.6 0.6 
Imports from Common Market 5,734 6,684 7,848 17.4 15.3 


Main imports from U.S. (January-December 1971; in millions of US $): 
Machines and equipment 175 agricultural products 118; chemicals 82 ; base metals 60; 


transport equipment 58); textiles 50 ; food products 46 ; minerals 42; precious 
stones and metals 34. 


Notes 


l. 


Although Belgian franc-dollar exchange rate varied from August 15, 1971 to end of 
year (settling at new parity of BF44.82=US1.00 as result Smithsonian Agreement of 
December 18), conversion of BF figures to dollars has been made at previous 
BP50=US1.00 rate in order to maintain comparability with previous years and due 
to lack of information with which to make adjustments for period of floating 
exchange rate period. 


2. All figures are for full year 1971 except for indices and spot indicators 
(e.g. money supply) which are for last day of December. 

3. New series beginning in 1971, net of Value Added Tax 

4, Data for Belgo-Luxembourg Economic Union (BLEU) 

5. Customs, not payments, data for trade figures. 

Sources 


National Bank of Belgium; 
National Institute of Statistics; 
Department of Economic Affairs. 








Summary 


Following an excellent economic performance in 1969-70, the Belgian economy 
began to slacken in early 1971 reflecting the downward cyclical trend in Belgium's 
major markets plus the effects of the international monetary crisis of late 1971. 
The trend accelerated throughout the year, resulting in clear-cut stagnation by 
early 1972. The Smithsonian Monetary Agreement of December resulted in a 
weighted average revaluation of the Belgian franc via-a-vis the dollar of 10,4 % 
which should prove mildly depressive over the course of 1972 and into 1973, 


Despite the braking effects of relatively weak foreign demand, Belgian internal 
consumer demand held up reasonably well. However, most economic indicators 

are down, reflecting the crucial role of foreign demand. The real GNP growth 

rate in 1971 was 3.7 per cent,down from 1970's 5.5 per cent. Although the 
Government predicts growth of 3.8 per cent for 1972, most observers feel that a 
more realistic estimate would be in the neighborhood of 2-23 per cent. Belgium had 
a trade deficit of $460 million in 1971, mostly the result of an extremely poor last 
quarter performance. Reacting to these developments, the Government has em- 
barked on a frankly expansionary fiscal and monetary policy forthe year, hoping 
thereby to support internal demand in order to mitigate the effects of weaker foreign 
demand. Nevertheless, industrial production and private investment are only expect 
ed, at best, to hold their own in 1972. 


U.S. imports from Belgium were up a modest 4 per cent in 1971, but U.S. exports 
to Belgium were down almost 20 per cent. However, 1970 was an exceptionally 
good year for the United States. U.S. investment in Belgium continued at a rapid 
pace, although down from the extremely high investment years of 1968-69. With 

a stagnating economy, the prospects for U.S. sales to Belgium are not particularly 
favorable for 1972. However, they should show a net increase in absolute value. 
The effects of the dollar devaluation are not yet apparent, but will probably begin 
to have an effect during late 1972. American companies should use the interim in 
planning to take advantage of a later upturn. Investment opportunities remain 
excellent, particularly in light of the projected enlargement of the European 
Economic Communities in 1973. In sum, while 1972 offers at best only moderate 
prospects, the longer term opportunities are good. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Belgian economy began to show signs of slackening in early 1971. This 


trend, clearly reflective of cyclical developments in the international economic 
arena, accelerated throughout the year and into early 1972. The decline in 
foreign demand for Belgium's exports, particularly apparent in the last quarter 
of 1971, resulted in a trade deficit of $460 million for the year. As exports 

are the "engine" of the Belgian economy, the effects of this deficit soon became 
evident throughout the economy, 


Almost all economic indicators show a decline in growth rates - if not in 
absolute terms - in 1971 resulting largely from poor performance in the last 
quarter of the year. Only 3.7 per cent growth in GNP (real 1963 terms) 

was recorded for the year, as against 1970's 5.5 per cent, and that figure 
was only as high as it was due to a good performance in the first part of the 
year. Industrial production, for example, actually fell in the last quarter of 
1971. The Government's 3,8 per cent GNP growth prediction (real terms) 
for 1972 is considered highly optimistic by most observers who see, instead, 
a final turnout in the neighborhood of 2-23 per cent. 


Private consumption, not usually very sensitive to cyclical trends and carefully 
supported by Government fiscal policy, has returned more or less to normal 
following a weak period in late 1970. New motor car registrations for instance, 
were 12 per cent above the 1970 level, and fourth quarter sales were even 
higher. Private consumption patterns were somewhat disturbed by the intro- 
duction of the Value Added Tax (VAT) early in the year, but now appear to have 
recovered, Residential building continued to be weak during 1971, but shows 
signs of picking up in the present year under stimulation from government fiscal 
and monetary policies. 


Despite this relative stability in consumer demand, the investment situation 
reflects short-term lack of confidence. Industrial investment in 1971 

declined by 3 per cent in current prices. The Economics Department of the 
Free University of Brussels estimates that total Belgian investment in 1972 
will not change in real 1963 prices at all from the 1971 level, with private 
investment dropping by 3 per cent, while public investment rises by 7 percent 
and investment in the housing sector (mixed private and public), by 4 per cent. 


Industrial production, declining since the middle of 1971, naturally mirrors 
these developments. The index only rose by 2.9 per cent in 1971, compared 








with an 11+ per cent average from 1968-70. The trend is most pronounced 
in the production of investment goods, where a drop of 5.1 per cent was 
noted in the third quarter as compared with the same period of 1970. 
Production of semi-manufactured goods also declined as a consequence 

of the fall in foreign demand (non-ferrous metals) and keener foreign 
competition (paper and paper industry). Utilization of production capacity 
declined from a cyclical peak of 87.6 per cent in October 1969 to 81. 7 

per cent in January 1972. At the same time the guaranteed period of activity 
in the manufacturing industry also fell, as orders dropped off from 4,3 
months backlog in the first quarter of 1971 to 3.82 months in December 1971. 


Almost all major industries reflect these trends, although in various 
degrees and with various time lags. The textile industry was a notable 
exception, producing at a level almost 7 per cent above 1970 for the first 
ten months of the year. Electricity production also grew more rapidly than 
in the previous year, but the increase was largely exported to neighboring 
countries as the growth pace of local consumption slackened. The metal- 
working industry continued to maintain relatively high levels of production 
but orders began to fall off by the end of the year and a fall in production is 
expected shortly. 


The fall in commodity prices almost came to a halt in the last quarter of 
1971, and among agricultural products there was even a slight price recovery 
noticed at the end of December. Despite cyclical slackening Belgian 
industrial wholesale prices remained very stable during the past few months 
as well, The rise in consumer prices continues to be rapid, although a 
slowdown was noticed beginning last September. In real 1966 terms, the 
retail price index was for the year up 4.3 per cent at the end of 1971. These 
increases include the 2 per cent mechanical price effect of the introduction 
of the Value Added Tax, but in comparison with other countries in Western 
Europe, Belgium's price performance has been quite good. It should be 
noted, however, that the Belgian consumer price index has come under severe 
criticism from trade unions and others and is being adjusted to give greater 
weight to the services sub-index. This change is expected to result ina 
somewhat more rapidly rising index figure for 1972. 


The labor market situation has been deteriorating since the middle of 1971. 
At the end of December, the seasonably adjusted number of registered 
totally unemployed was over 10, 000 higher than the previous December. 


This increased unemployment is accompanied by a rapid fall in the number 
of unfilled vacancies, which in December 1971 had dropped to less than one- 
half of the peak in June 1970. Despite the weakening in the labor market, 
however, wage levels continue to rise. In October the hourly wage cost 

in industry was 12.4 per cent higher than a year before. There has also 
been a reduction in legal working hours in certain sectors which has con- 
tributed to higher wages cost in industry. This trend is expected to continue 
in 1972, albeit at a more moderate rate. 


During the last quarter of 1971 and the first months of 1972, the trend 

towards increased liquidity and falling interest rates continued. Credit re- 
strictions on commercial banks were abolished, the rediscounting ceiling 

was raised and the discount rate of the National Bank repeatedly lowered. All 
elements of monetary flows and levels increased during the year. Demand 
deposits, for instance, rose by 15.5 per cent over the first eleven months of 
the year and the expansion of savings accounts (as a counterpart to weakened 
consumer demand) rose even more quickly. The marked increase in liquidity 
resulted from the continued balance of payments surplus combined with 

cyclical slackening and consequent decreased investment and consumer demand. 


The money market showed a steady easing in 1971; 4-month certificates of 
the Fond des Rentes began the year at 7.2 per cent and dropped to 5 per 
cent by December. The free discount market also showed a definite down- 
turn in interest rates, and the call-money rate - despite some sharp vari- 
ations during the course of the year - showed a general trend towards relax- 
ation. 


unt rate of the National Bank was lowered on January 6, February 3, 
and March 2, 1972, and is now at 4.0 per cent. The intention of the bank was 
to push down the general level of credit anddebit interest rates and to curtail 
unwanted imports of capital. The reduction in the debit interest rates for 
mortgage loans and investment credit may facilitate investments in residential 
buildings and equipment goods and thereby produce a stimulus for the economy. 


The 197] international monetary crisis was of critical importance for Belgium, 
a country heavily dependent upon foreign trade, particularly as cyclical 

trends on the international scene were already becoming worrisome. The 
Smithsonian exchange rate realignments should have a mildly depressive effect 
on Belgium because of their effect on export prospects to Belgium's 








three main markets, West Germany (25 per cent of exports), the 
Netherlands (19 per cent), and France (20 per cent), While the Belgian 
franc was devalued vis-a-vis the Deutsche mark and the guilder, both 

West Germany and Holland are suffering from economic slackening as 

well. French economic prospects remain reasonably bright, but the Belgian 
franc has been revalued by 8 or 9 per cent against the French franc, 


To offset this, the Belgian Government's new economic plan stresses assist- 
ance to export industries. These industries should also profit from 

cheaper raw materials imports due to the revaluation of the Belgian franc 
against most source country currencies. The new plan, plus a large 1972 
budget deficit, will give the economy a shot in the arm which should hold 

up internal demand and mitigate the effects of the revaluation on the domestic 
economy. Belgian exporters to non-EC markets (including the U.S.) will 
no doubt meet some difficulty in adjusting to the realignment. 


To counteract, as much as possible, the recessionary implications of current 
international economic trends, the Government of Belgium has embarked on a 
frankly expansionary fiscal policy. This actually began in late 1971; by 
moving forward a large number of public investment projects scheduled for 
later implementation in the 1972-75 Plan, the Government increased capital 
budget expenditures by almost one-third over the original estimates for the 
year. The 1972 budget is even more clearly designed to support internal 
demand so as to moderate the overall effects on the economy of feeble external 
demand. The ordinary or recurrent budget is up 11.8 per cent. The regular 
capital budget is being maintained at the greatly increased level reached by 

the end of the previous year, and a number of special "pump-priming" projects 
have been authorized for a total planned capital expenditure of $1.9 billion. 


Belgian domestic economic policy is taking on an increasingly regional 
character. The continuing political debate between the major linguistic 
communities has resulted in a complicated program of public expenditure 
which attempts to reconcile three objectives not always in harmony: main- 
tenance of the health of the overall Belgian economy, assistance to the 
lagging regions, and "equitable" division of the public exchequer in support 
of the linguistic communities. These programs should have little signi- 
ficance for the foreign trader wishing to do business in Belgium, but are 
more important for the potential foreign investor. 


On the international scene, Belgium is a strong supporter of the European 
Economic Community and increasingly closer and more formal intra- 
Community ties. The recent European Community Finance Ministers' 
Resolution of March 7, 1972, narrowing EC currency fluctuation margins 

to 2.25 per cent and setting up economic policy Coordinating Groups, is 
indicative of the kind of developments which Belgium favors and which are 
changing the country - viewed from the American perspective - into a 
semi-autonomous "region" within Europe as opposed to a completely 
independent national market, This trend may be expected to continue and 

it is with one eye on Belgian Government regional development policies 
(particularly for potential investors) and another on regional European 
institution building (for both traders and investors) that Belgium as a market 
or investment and production base must be approached. Despite its own 
domestic program of economic stimulation, Belgium's prospects ultimately 
depend upon developments among its EEC partners in particular and on the 
foreign trade sector in general. 


IMPLICATIONS FOR THE UNITED STATES 


The U.S. share of the Belgian import market has been, in recent years, 
stabilized at between 6,5 and 8.5 per cent. 1970, with its 30 per cent 
increase in the value of American sales to Belgium, was an unusually good 
year while 1971 is a return to the "historic" performance, The comparatively 
poor 1971 performance was primarily due to the absence of special develop- 
ments which made 1970 such a good year e.g., the purchase of two Boeing 747s 
and heavy coal purchases during the Limbourg mines' strike - plus some 
cutback in U.S. shipments resulting from the American port strike in the 
second part of 1971. 


With stagnation in the Belgian economy, 1972 will be at best a mediocre year 
for U.S. sales. Belgium is essentially an industrial processing country 
with imports and exports each equivalent in value to about 45 per cent of 
GNP. With the softening of external demand for Belgium's exports, imports 
suffer in direct ratio. This trend is reflected in the lower GNP growth rate 


predicted for the year. Nevertheless, the absolute value of U.S, sales to 
Belgium should rise, given the stabilized nature of Belgo-US trade relations, 
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and the absolute growth in GNP and population. (The large numbers of 
American subsidiary firms, and their close relationships with their 
American parents, is a factor in that stabilization. ) 


The U.S. share of the Belgian import market is not expected to increase 
significantly in the short term as a result of the Smithsonian realignments. 
There have been few price reductions for U.S. products on the local 

market since the cost difference resulting from the dollar devaluation tends 
to be absorbed in the pipeline between U.S. manufacturers and Belgian 
outlets. While devaluation will increase the competitiveness of certain 

U.S. products over the longer run, it is not possible to predict at this time 
the net effect of dollar devaluation and other important new factors operating 
in the Belgian market. On the one hand, prices in Belgium may well rise 
faster than U.S. prices and reinforce the dollar devaluation advantage. On 
the other hand, the trend toward greater intra-EEC trade, the anticipated 
increase in competition from Japan, and the growing production abroad of 
American multinational corporations will all bear negatively on the com- 
petitive position of some U.S, exports to Belgium. On the export side, some 
producers have cut their prices in an effort to remain competitive in the 
U.S. market. 


The process will apply to Belgian purchases of U.S, agricultural commodities 


as well as manufactured goods. For those commodities falling under the 

EC Common Agricultural Policy, a combination of adjustments in variable 
levies and special import surcharges have effectively neutralized the price 
effects of the dollar devaluation and it seems probable that the system will 
continue to insulate these commodities from lower import prices. The com- 
modities_ so affected have in the past made up almost half of Belgian imports 
of U.S. farm products, In summary, U.S. agricultural exports to Belgium in 
1972 will probably do well to match the high levels of 1971. Nevertheless, 

the prospects would be for an even poorer performance without the stimulation 
of the dollar devaluation. 


The largest single category of Belgian non-agricultural imports from the 


United States falls under the broad heading of machinery and mechanical 
appliances ($175 million in 1971). The dollar devaluation should, at least 


in theory, help in increasing sales in this area, However, U.S. manufacturers 
and local distributors appear to be retaining the devaluation advantage in 

many cases. The new Belgian budget provides an increase in public works 
spending and the market may open up some for sales of civil engineering 
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equipment. For the longer run, however, prospects for increases in the 
sale of one hundred per cent US-made equipment appear to be less 
encouraging as production increases from the European subsidiaries of 
U.S. firms, 


The chemical industry in Belgium has recently experienced difficulties and 
competition has been keen. U.S. producers have infact been concentrating 
on retaining their share of the market, with profits a secondary consider- 
ation. The dollar devaluation has therefore served to relieve the pressure 
under which American exporters were operating. The best prospects for 
increased sales are in high technology chemicals. 


In most other important categories, transportation equipment, coal, textiles 
and textile articles, prospects remain mixed. The dollar devaluation will 
help in all cases, of course, but much depends on the marketing policies of 
U.S. manufacturers, exporters, and Belgian distributors. Significant effects 
are not likely to appear before 1973. 


Best opportunities for increased sales in the short run probably lie with 


companies who have made some sales in Belgium, but are not yet fully 
established in Europe (i.e. that sell through agents rather than their own 
subsidiaries), In addition, some firms whose products have previously been 
priced out of the market may find, with the dollar devaluation, that they are 
now competitive. 


Investment potential, with its long term bias, remains high in Belgium. 
American investment has fallen off the past two years, but this was a natural 
trend following the extremely high investment rate between 1964-69. The 
Belgian Government remains hospitable to foreign investment, and the 
country's central location in the European Economic Community will become 
even more important with the expansion of the Community from six to ten 
countries. The Government continues to be concerned about economic 
expansion, and believes that foreign investment is an important, even nec- 
essary, contributor to achieving declared goals of national wealth. 


then uld 2 to b ar of moderat tivity. Sales will 
probably hold their own, but show no significant increases over the previous 
year. While the effects of the dollar revaluation are not yet apparent, 
American companies should profit from the time lag to prepare for the resur- 
gence of a higher growth rate in 1973 and after. Investment opportunities 
remain good, with strong support from the Belgian Government. American 
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companies, regardless of their field of interest - sales, purchases, 
investment, licensing, etc. - should view 1972 as a planning and preparation 
period. For those interested in the long term prospects in the expanding 
economy of Belgium, the current slack period might well prove to be the 
proper time for "spring planting". 
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